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SWRURY (contimisd)
The Fhibul regime in Siam is expleiting fear of commmiet unrest %o
further its politioal objectives (page 10).

The new Prennh Figh Commissioner has optiai-uc !.deaa concerning the
Franco-Vietnamese problem {pegell).

Current di.aouni.m botween the Netherlsnds F’onign muinter and
Republican Promier may represent a last chancs to reach a negotiated settle-
meut in Indonesia (pege 11).

The Anetralhn Govorment has soted quickly to curb a thrntmnd
cmniat-lod ooal strike (pngelz).
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SECTION II. DEVELOPIENTS IN SPECIFIED AREAS
GENERAL

Trade arreement conoluded‘with "storling area® despite fears of Japaneae npn
Wanfalr” trede tectics -

Deapite a generally cautious attitude toward revival of trade with
Japan, countries continue to effect trade arrangements. A 555,000,000
($220,000,000) apreement has been signed with Japan by the UK and cclonies
(axoept Tong Kong), Australia, India, New Zealand end South Afries which
should contribute to the stabiliring of the Japanese economy as :3ll as
the entire Far Fast., The apreement, covering the period from 1 July 1948
to 30 June 1949, represents an increase of Japaun's trede with the whole
"gterling area” of over three and one-half times,

' The main gocds to be exported by Japan are cobtton textiles which
account for a minimum of & 16,000,000 of the % 27,000,000 of Japanese

-sales; industrial machinery and purts, raw silk, rollinr stock, caustic

soda and other chemicals; rayon, wool and silk manuf‘acturesa paper and
paper producte, snd bunker coal. The "sterling area” participants will
furnish Japen with various goods worth about & 23,000,000. These will
include raw wool, iron ore, salt, raw cotton, cereals, petroleum, rubber,
tin, Jute, oil seedse wool w&ste, coal, hides and skins, mangenese, gums,
resins, and shipping. The balance, about % 4,500,000 will be offset
against goods alresdy dslivered to Japan. Meanwhile, of course, sterling
trade can continue between Japan and other countries in the "sterling
area," e.f., Burma, Ceylon, end Iraq, under the provisions of the over-
all sterling payments arrengement on a case~by-ocase basis or through
bilateral arrangenents, €.%., Pakistan.

‘ The trade agreement will afford ?reater elastlicity for Jspan's trade
in that it is a multilateral arranpement with importent suppliers of
Japan's needs in raw materiels es well as traditional consumers of its
producis. It should be a itremendous boost to Japan's export level, which
has been lagging seriously (Sec page § ),

On the other hand, the favorsble progress being made in attempts to
effect Jupanese trade arrangements is tempered by a cautious attitude on
the part of the other countriss. For example, the currsnt trade negotiaw-
tions between Jupan and Egypt are being complicated besavse Egypt fears

" that the prioe of Japanese exported goods will be fixed arbitrerily and

that Bgyptis markets will be flooded with produsts at a price with which
Egyptian industry cammot compste. In addition, UK has expressed concern
that a Burmese trade delegatlon now in Tokyo may offer rice for consumer
and caplial goods; the UK is snxious that Burme continues te handle all
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OKNERAL (oontinued) | |
rioe exports through the International Emergemoy Food Council.

hese fears of Egypt and the UK reflect a general desire that post-
wr trade in the Par East be controlled so that Japan cammot gain its
pre-war oompatitive advantages. Although considerable interest has-
been indicated by many oountries in the reviwal of trade with Japen,”
its pre~wmar "dumping® tactics are obvicusly not forgotten., Noreover,
since Japan ie the logical source of menufactured poods for the other Far
Eastora countries, it would be relatively easy for Japan, in the absence
- of inbternational oontrols to get a disproportionate share of rice from
the rice exporting countries through berter arrangements. -

Approved For Release 200MP79-01082A000100020035-0




B 72 s g . o

L

v A'pbrbved For Release 2005/04/i§ :-;ilﬁ-EDP79-01082A000100020035-0

o O B2 OWY)

RMDENS LA LAY ) ELL A L] L Lhae L84 O4 AR  BLAL0) LA ME ) e Lo Lo i B B 8 LA
W- The Departments of Stats, Army and Treasury
and the oderalnosmoﬁon'dhanumnandtheirconeomthatthopro-
posed Japanese monetary and central banking reforms would be Jeopardiged
4f introduced in the present inflationary period before other fundamental
measures are taken to stabilise the Japanese economy. Their view is that
the astablishment of these reforms should be an integral part of a coordi-
- nated stabilization program and should be introduced only after the suscess
of that progrea is resscnably assured, ‘

The recommendation of the seversl Departments reflects the continusd
‘unoertainties in Japanese economic recovery. Already, the official five-
your plan has been advanced cne year, largely manifesting a slower im-
provement in Japanese exports than at first anticipated, The rate of
uemryoanbaoxpeetodtobofm-thcrdocelontedbythocutinmot-
~ment of funds for "Operation Crank-up®, currently estimated at approxi-
mately $73,946,000 for the fiscal year 1949. Thie is about one-half of
the amount originally requested of the US Congress for that purpose. As
& result, estimates of imports which Japan must make in order to increase
produstion for export have also bhad to be scaled down,

mwsgn.mma Democratic-Liberal Party (D-L) hopes "B*
for an early dissolution of the Diet are being frustrated bys (1) a nt
SCAP insistence on revision of the Nationsl Public Service law (NPSL? in

the sent extraordinary session end (2) delaying tactics by opposition

_ 8 who command the majority, Premier Yoshida's Democratic-Liberals
roalize that the holding of sarly elections will enmable them to capitalise

on popular disgust with the parties of the previous coalition governments,
Noreover, early elections offer prospscts for achieving single party

oontrol of the govermment., : -

Under the Japanese Constitution 1t is inoumbent on the Diet to revise
ths NPSL to replace the interim cabinet ordinance issued to izplenment
8CAP's "suggestion® of 23 July for the restriction of government workera®
rights, The D-L realizes that introduction of the proposed revisions in
the Dlet would hurt its election prospects. Socialist objections to
cartain of the proposals and opposition disagreement generally with the
D-L program will probebly provoke considerable controversy and delay., It
would Seen,, however, that SCAP views with disfavor a situation whers the
" draft revisions might become an election issue and will insist on early
passage of acceptable legislation, - ,

The opposition partioé have little to unite them at present besides
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JAPAR  (Cont,)

their mutual interest in confounding Yoshida®s program. The opposition's
ability to use their Diet majority to frustrate D-L plans is well illus-
trated by the passage of a 2l-day extension of the present Diet session
over the opposition of D~L members who sought a much shorter extension,

npn
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t » unless the US indicates so ention of rctarding
the withdrawal of tactical troops. Many South Koreans fear that sventual
Communist domination is inevitable in view of: (a) contimued threats and
rumors of an invasion by superior forces from North Kores following US
troop withdrawal; (b) visible evidencs of the imminent completion of that
withdrawal; (c) the epparent inability of the Rhee government to improve
the people's livelihood; and (d) the recently~demonstrated inefficiency
of their ewn security forces due to insufficient training. This attitude,
if it becomes general, will provids a fertile ground for exploitation by
both the rightist followers of Kim Koo who want "unity" of North and
South beyond any other ccnsideration, and the Communists who hope for a
bloodless coup to unite all Korea under their dominationm.

In an attempt to prevent the spread of defeatism and to gusrantee the
survivel of hls government, President Rhee has requested the United States
to postpone troop withdrawal until the Constabulary is better trained and
until en additional internmal security force of 50,000 ®"National Guardsmen®
are trained and equipped by the United States. In sddition to further
training, the Constebulary will require additional screening to eliminate
infilitrated Communists and rightist elements loyal to Kim Koo befors the
South Koreans will develop much faith in its capabilities,

{
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CHINA

Decisive battle for Centrel China has begun. Jumping off
from their bmses in south Shantung end east Honan, at least 18
Communist colums are sweeping down on both sides of Hsuchou in a
pincer operation designed either to isolate that vital Nationalist
base and destroy the last major obstacle to a Commmist advance on
Nanking or, by-pass Hsuchou and drive directly on Nanking. In
either eventuality, little hope cen be entertained that the Nationalist
units in the area, being for the most part poor troops lackinz the
will to fi;ht, will be able to withstand the coordinated Communist
drive which combines the forces of CHEN Yi, LIU Po-cheng, and CHEN
Keng. late reports, as yet unconfirmed, state that the Commnists

have already occupied Hsuchou, perhaps in the weke of a hasty Nationalist

evacuation. At this late date, the collapse of Nationalist defenses
in this area might well mark the end of organized Nationalist military
resistance, '

At present there is a lull in Communist activity in North
China. In view of the general weekness of the Nationalists in the
. Peiping-Tientsin-Kalgan area, and the likelihood that FU Tso-yi will
‘not stay and defend this sector, an early Communist occupation would
eppear quite simple. FU, in 811 likelihood, will attempt to return
to his old stamping grounds in Suiyuen, but late Communist incursions
into the province will make such & move on the part of FU extremely
difficult. At present the Nationalist evacuations of Yingkou and
Huluteo are completed, and the Communists claim that the port of
Shanhaikuan has besn occupied, thus completing the Netionalist eclipse
in Menchuria. ) ‘

The Netional Government is strugpling to avert political collapse.
Military disasters, failure of the economic reform measures, evacuaticu
of Americans from the Nanking-Shanghsi ares, and the Republican defeat
in US national elections are major fectors in the current upheaval,

A cabinet crisis was publioized when Frimeo Minister WONG Wen-hao
submitted his resignation on 3 November. Governor T.V. SOONG of
Kwengtung, Gen. IO Ying~chin, and former Prime Minister CHANG Chun
have thus far declined to serve, A satisfactory solution of the
cabinet problem is improbable, even though WONG Wen-hao has been
prevailed upon to remain a few deys longer. CHIANG Kai-shek has
held consultations with CHANG Chih-chung, SHAO Li-tgze, and Foreign
Minister WANG Shih-chieh, who have advocated a peace settlement with
the Communists. However, the Gemeralissimo's most recent stetement
suggests his continued reliance on personal followers, chiefly of
the rightist groups of the Kuomintang, i.e., CC Clique, and his
decision to attempt further resistance against the Communists.
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Despurate attempts to obtain US sid are being made by certeln
right-wing olements in the National Government. These officials,
dncluding CHIANG Kel-shek, as well as some pro-Government newspapers,
are taking the line that Chins is the outpost of the Third World
WNar, and the Chinese civil war is not merely the suppression of an
internal revolt but a national war against the forces of Soviet Communism.
Further efforts to force the US to render grester aid are reflected
in the present attitude of the Legislative Yuan Foreign Affeirs
Cormittee which holds that the US is largely responsible for China's
plight because of the Yalta Agreement, mediation efforts and insufficient
aid, and, therefore, US military aid to the Nationalists is an
obligation, '

Hcﬂ

Mukden, proving ground for Chinese Communist attitude toward npn
US. The orderly and efficient Communist take-over of mukden has
favorably impressed diplomatic officials there snd has won the Com=
munists wholehearted support from the populace. Thus far US consular
property has in large been treated with deference and the Commnists
have apparently welcomed the decision of consular officials te
remain in Mukden. However, the hand of the USSR is already apparent.
Soviet trade representatives were present at a meeting of US, British,
end French Consuls with the new Communist meyor of the city; and
Soviet railway workers who left during the Nationalist occupation
of Yukden are returning to the city where they will now be able to
operate effectively. There is some indication that all foreign consular
activities will be closely observed and probably hampered by the
Comrunists. While-the extremely correct attitude of the Communists
may be merely intended to impress the foreigners, it is possible that
the Chinese Communists hope to win the sympathy of the Western Powers
in order to pave the way for internaticnal recognition and eventually
to counterbalance the Soviet influence. At any rate it is an exceptional
opportunity for the US to test its ebility to operete with a Chinese
Communist regime. ‘ '

Communists appeal to Hationalist generals to defect. The non
Chinese Communist radio haz warned all Hationalist gengrals in North
Chine to come over to the Communist side immediately or follow
CHIANG Xai-shek to "the People's Court and to the tomb.” Though
aimed at higher officials end couched in more threatening terms, this
ie a further appeal for defection, a device which has already proven
successful in the campaigns in Shentung and Manchuris and will probably
succeed in other areas of China.

‘ MAQ Tge~tung reaffirms Chinese Cormmmunist unity with the USSR. - upw
MAQ Tze-tung, Chairmen of the Central Committee of the Communist
Party of China, and elected in 1935 to the Executive Committee of the

7

Approved For Release 2005/0%P79-01082A000100020035-0

T T

n L] » T ®

|3 n




Approved For Release 2005/04/26 : CIA-RDP79-01082A000100020035-0

b

Communist International, has reaffirmed Chinese Communist unity with

the USSR in an article for a Soviet magazine. MAQ writes that events
have confirmed Stalin's 1918 statement that the Soviet October
Revolution of 1917 "builds a bridge between the socialist Weset and

the enslaved East, establishing a new revolutionery front against
imperialism,” and that events bave further "proved the utter hypoorisy
and bankruptoy" of those who seek a "middle road" between "imperialism
and the Soviet Union."™ MAC writes that the revolution must every-
where be conducted by a "Lenin=Stalin type of revolutionary party,"

and that "the Communist Party of Chins...was established and developed
with the Commmist Party of the Soviet Union as a model.™ MAO
recommonds that "all revolutionary forces...orgenize an anti-imperialist
front headed bg the Soviet Uaion," in order to hmsten the disintegration
of the "rotten” but still strong forces headed by "American imperislism
and its running dogs."

The above are the most aggressively pro-Soviet remarks which
have been publicly attributed to MAO inrecent years, and, if accepted
without reservation, discredit reports that MAO leade that portiom
of the Chinese Communist Party which secks to avcid subservience
. to the USSR. While it is highly probable that the Chinese Commnists
" end the USSR will present a common front at least until a Communiste
dominated government for all China comes to power, it remains possible
that, after that time, perhaps in regard to Soviet attempts to amnex
Menchuria or to purge the Chinese Communist leadership, a schism
will develop which would be to the possible advantege of the United
stﬂ.tﬁso

. ]
Riots, fantastic prices and cescation of business in Shanghai g
- and Nanking characterize the near panic resulting from Nationalist
military reverses and the Cormunist tureat to the Yangtze Valley.
In Shanghai the price of rice has risen to GY $1,80C per picul of
170 pounds, representing an increase of 80 times over the ceiling
price prevalling last week. The continued refusel of farmers to
ship focd to the cities for ony prics has heightened the critical
food shortage in both cities. The universal relustance to accept
gold yuen clesarly indicates that the National Government has lost complets
control over the financial situation. Therefore, it is probable
that the National Government, in recognition of its bankruptey, will
‘soon lift foreign exchange controls snd permit free deeling in US
ourrency and bullion, ‘
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% oiting tense Karen-Purman relations, Burmese Commnists A"
are a pos e, rately attempting

; T3

to instigate communal warfare between Karens and Rurmans, They are known to
have led attacks upon the Karens who in some cases have retaliated. They
have also encouraged, with some success, the rebellious elements of the
Peoples' Volunteer Organization to join with them against the Karens. Simi-
larly, the Socialists seem to be exploiting the anti-Karen sentiment préw-
slent among Burmans as a means of strengthening their domination of the
Government, 'eanwhile, the Regional Autonomy Committee, anpointed by Prime
“inister Thakin Nu,which is supposed to be investigating the ¥alidity of
:2: ’;hims of the ethnic minority groups, has done little to relleve the

on. ‘

The Karen National Union (KNU), the most important Karen politieal organ-
ization, blames the Commanists rather than the Government for the recent -

UL L ]

rrovocations, but is becoming inereasingly irritated with the Government's 25X1°

failure to give the Karens adequate protection, Under present coanditions it
is doubtful that Karen leaders will be able to restrain their foll
& sev Action Committee and
the Karens are

better armed and arganized than ever before. Unless the attacks upon the
Karens are stopped and the Burmese Government takes positive steps to settle

"the Xaren problem in the very near future, it is quite likely that the Karens

will resort tc a general armed uprising and will attempt to establish an
independent state, Such a rebellion would be an extremely ferocious and
bloody affair in which the Karens would probably receive some active support
from other ethnic minorities.

. 8IA”

. c%ust apershension %aggloited to further E olitical cbiectives. The MBP
Phibul regime,while oxhibiting some genuine apprehension that nist-

instigated unrest may also develop in Siam,is exnloiting this fear to dis~-
credit the political activities of opnosition pgroups. The Thibul regime,
for example, has errested not only army officers implicated in a recent
abortive coup deetat, but has also detained many Free Thai supnorters of
the principle oprosition leader, self-exiled Flder statesman Pridi, current-

1y villified as a Commnist conspiring to overthrow the present povernment.

- natenaibly in prepara‘tibn‘ for rumoured unrest, the Siamese Government -
has requested military assistance from the "X and the I'S. A "frontier peace
and maintenance commission®, headed by Premier Phibul Songgram, has also been

formed, The new military organization, comnosed of six sub-committees, is

exnected to take the form of a national civilian forece organized along the
lines of the Pritish Territorial Forces. If the program is implemented, the
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SIA (continued)

first group of recruits should be ready for duty early next year. Although

- the political objectives of the Phibul regime are apnarent,the Siamese armed
forces, nevertheless, would be hard pressed to carry out effective suppressive
measures in the event that externally organized disturbances arise in Siam,

DIDOCHIA
 New French High Commissioner's oninion on Franco«Vietnamese nroblem,  "B"
Tn a conversation w 11§ Ambassador ; Paris, the new French High

Commissioner for Indochina, Léon on, stated that the real extent of former
Annamite emperor Bao Dai's support could not be determined until Bao Dai has
returned to Indochine, Should Bac Dai be given an agreement in principle
backed by adequate implementation, however, Pignon believes that the former
superar could obtain support and evenbtially cause defection of a

large number of the non-Communist nationalists who support Ho Chi Mnh and
the Viet 'inh, As for ratification of the 5 June Franco-Vietnamese Agreement,
the new Migh Commissioner feels that this is not the appropriate time for such
action. Instead, he believes that the French fiovernment should present the
Assenbly with both a definite Tndochina policy and an agreement made with

Bao Dao, after which he expects positive approval and the necessary legisla-
tion for implementing the agreement to follow,

Although Pignon's optimistic opinions and plans have some merit, the
new High Commissioner has appurently failed to realize that the old question
of Bao Dai's ability to form a government of truly nationnlist, capable and
determined personalities, able to attract popular suprort, still remains,"
Even more important, it is not likely that Bao Dai will reach an agreement
with the French Government prior to Assembly action. The problem, therefore,
remains basically unchanged and Baoc Dai's return as head of a Vietnam state
will depend upon prompt and liberal implementation of the June agresment by
the French Government.

INDOITESTA

last eh%e? Discussions being held currently bsiween Netherlands nARn
Foreign !linister Stikker and Republican Premier Hatta may represent a last
chance to reach a negotlated settlement in Indonesia, Considersble progress
was made in initial talks on 4 November when both sides seemed willing to
adjust their former positions. Stikker's colleagnes in Batavia, however,

" anpear to feel that his attitude toward the Republic is far too genarous.,

If Stikker receives sufficlent supnort from The Hague he may be able to
override the more unconeiliatory rolicy of certain officials in Batavia, in-
eluding High Commissioner Reel and Commanding feneral Spoor.
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DINCONESIA (continued) ’
Any agreement resulting from the Hatta-Stikker talks would presumably
be referred to the UN Good Offices Committes (GCC) in order that final
- settlement might be reached within that body., Herle Cochran, US Delegate
. to the O0C, regards these conversations as a useful preliminary measure

for bringing the parties together in final (i(C negotiations, and has used
svery possible means to insure a congenial atmosphere for the talks.

The divided nature of Dutch polisy on Indonesia has becams more apparent
in recent weeks. "hile the Stikker-llatta talks offer an examnle of Dutch
good will toward the Mepublic, Dutch propaganda efforts regardi.z Republican
truce violations give the impression that they are preparing to initiate
police action. .

AUSTRALIA . .
Government acts &1y to curb threatened Commnist-led soal strike, "B"
The New South “ales Government has mov o curb a st-1

work stoppage in the Australian eoal fields by ordering the men back to work.
The strike, ostensibly a jurisdictional dispute between the Australian Torkers
Union and the '"iners Pederation, a Communist~dominated union, developed over

- & disagreement on whether the men should cut a tunnel as members of the Union
or the Faderation. '

"For the first time the Labor Government has indicated a willingness to
grapple with the situation by sharply eriticiming the action of the miners
-and strongly supporting the nosition teken by the State Government in order-
ing the miners back to work under a compulsory arbitration scheme. The Cabinet
is also reported to be nreparing emergency legislation should the miners defy
the NSV Government order. A prolonged coal strike at this time would not only
have a dangerous effect upon the Australian economy but would also seriocusly
threaten the political future of the Australian Labor Party. The strang
posltion taken by the Government in the current dispute indicates an awareness
of both dangers and may lead to further action by the Labor Government to

' eurtall Communist influence in Australian industry.
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